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Fiscal Plan Update: December 2010

{$ in Millions) N
- App. Eat % Chg. Projecied % Chg. Projected | % Chg.- Projactad | % Chg.  Projected | % Chg. Projected | % Chg.  Projected
Fril FYll FY11-12 FY12 FY12-13 FY13 FY13-14 FY14 FY14-15 FY15 FY15-16 FYié FY16-17 17
5-27-10 12-14-10  Rec/Bud
Total Revenues .
Prop?rfy Tax (less PDs) 1,4501 1,436.7 1.3% 1,468.7 2.59% 1,511.3 3:5% 15635 3.2% 1,613.7 3.5% 1,670.3 3.8% 1,733
income Tax 1,060,7 1,030.2 3.9% 1,101.7 6.6% 11743 4.4% 1,225.7 7.9% 1,321.9 52% 1,3%90.7 4.1% 1,447.5
Transfer/Record. Tax 139.9 134.5 -4.7% 133.4 10.1% 146.8 7.0% 157.1 ©0.5% 157.9 &.7% 168.5 2.0% 171.8
Investment Income 3.6 13 -51.0% 1.8 1746.0% 4.9 138.7% 118 57.1% 18,5 30.3% 24.1 0.0% 241
Other Taxes (a.g. Ambulance Fee) 313.2 3101 1.7% 318.6 -33.9% 210.6 2.8% 2165 2.5% 221.9 2.2% 226.8 2.7% 2329
Other Revenues 811.6 780.7 -2.5% 791.7 0.5% 7953 0.5% 799.5 0.6% 804.0 0.6% 808.6 0.6% 813.4
Total Revenues 3,779.2 3,693.5 10% 3,815.8 0.7% 3,843.2 3.4% 39741 4.1% 4,137.8 3.7% 4,289.0 3.1% 4,422.8
Net Transfers 1n (Out) 41.7 41.7 | ~68.0% 13.4 2.4% 13.7 2.8% 14.3 2.9% 14.5 3.0% 14.% 3.0% 154
Total Revenues and Transfers Available 3,821.0 3,735.3 0.2% 3,829.2 0.7% 3,856.9 3.4% 3,988.1 A41% 4,152.3 3.7% 4,303.9 3.1% 4,438.2
Non-Operating Budget Use of Revenues
Debt Service . 2640 264.0 11.9% 295.3 11.3% 328.6 8.3% 3561 6.3% 3785 4.6% 396.1 0.0% 396.1
PAYGO - - n/e 32.5 0.0% 32,5 0.0% 32.5 0.0% 32.5 0.0% 32.5 0.0% 32.5
CIP Current Revenue 238 23.8 72.1% 40.9 40.3% 57.4 41.0% 81.0 3.9% B4.2 | -24.7% 63.4 0.0% 63.4
Monigomery College Reserves 15.8 (11.8)} -100.7% 0.3 45.0% 0.1 2.4% 0.1 -4.0% 0.1 37.1% 0.1
MNCPPC Reserves 4.3 0.1 83.1% 0.1 26.6% 0.2 -3.4% 0.2 10.2% 02 3.4% 0.2
Contribution to General Fund Undesignatad Reseres 1071 7.9 -18.9% B&.9 Q4.5% 4.8 -87.7% 0.6 | -834.0% 55 30.2% 72| 52.8% 11.0
Contribution o Revenve Stabilization Reserves 339 19.2 -41,4% 19.9 0.7% 200 3.4% 20.7 4.1% 21.6 3.7% 22.4 1% 23.1
Retiree Health Insurance Pre-Funding - - n/a 83.6 22.7% 102.6 18.6% 121.7 14.9% 1398 5.0% 146.8 3.4% 1518
Set Aside for other usas (supple.memul appropriations) 0.3 153 8916.1% 22.5 0.0% 22.5 0.0% 225 -11.3% 20.0 0.0% 200 0.0% 20.0
Total Other Uses of Resources 429.1 350.2 , 32.8% 570.0 -0.2% 568.8 11.7% 635.4 7.4% 682.3 0.9% §88.5 1.4% §98.0
g‘,’::::ﬁ':.:‘; Altocate to Agences (Total Revenues +Net Transfers-Tatal 33918 22850 a9% 32592 09% 32882 20% 3,3528| 35% 34700 42% 36154 35% 37402
Agency Uses

Subtotal Agency Uses 3,391.8 3,385.1 -3.9% 3,259.2 0.9% 3,288.2 2.0% 3,352.8 3.5% 3,470.0 4.2% 3,6154 3.5% 3,7402
Total Uses 3,821.0 3,735 0.2% 3,829.2 0.7% 3,856.9 3.4% 3,984.1 4.1% 4,152.3 3.7% 4,303.9 3.1% 4,438.2
{Gap)/Available 0.000 0.000 8.000 0,000 0.000 0.000 0.000 ’ o.000

Notes:

1. FY12-17 property tax ravenues are at the Charter Limit assuming a tax credit. All other tax revenues ot corrent rates except as noted helow.
2. Revenues reflect Energy Yax und Wireless Yelaphone Tax increases approved by the County Council on May 27, 2010. Energy Tax increasa sunsets at the end of FY12.
3. PAYGO restored to policy level of 10% of planned GO Bond hiorrowing in FY12-17. See Row 14 abovae,
4. FY11 Revenves reflect one year redireciion of Recordation Tax Premium ($11 M.) and Recordation Tax for MCPS CIP and College IT ($5 M.).

5. Retiree Health Insurance Pre-Funding dior

1
contr

8. Projected FY12-17 rate of growth of Agency Uses constrained to balance the fiscal plan in FY12-17.
7. FY11 Reserves raflect restoration of reserves to current 6% {of tax supported resources) policy level. FY10 and FY11 reserves (see Rows 34-42 balow) Include all County and Ovutside Agency tax supported reserves.

levels in FY12. See Row 20 above.

8. FY12-17 Unrestricted Ganeral Fund Reserves are reduced in certain years to reflect compliance with Section 310 of the Couniy Charfer on maximum size of the general fund balance (shall not exceed 5% of prior
yeor general fund r ). Outside Agency reserves are excluded from these and are displayed separaiely (sea Rows 16 and 17 above).
9. FY12-17 Reserves reflect new reserve policy induding Incraase in reserve lavels and incluston of capltal projects and grant r as part of Adj d Gover tal R
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C) elate: Pece hye 310
L (3 in Milliona)" . C — Co -
App. Est. % Chg. Prajectad % Chg. Projected | % Chg. Projected | % Chg,  Projecied | % Chg. Projected | % Chg.  Projected
Frit Y1 FY11.12 FY12 £Y12:13 FY13 FY13-14 FY14 FY14.15 FY15 FY15-16  FY1é6  [F(16.17 FY17
Bedinning Reserves
Unrestricted General Fund 297 382 20.7% 481 1688.4% 133.0 3.6% 137.8 0.4% 138.4] 4.0% 1440 S5.0% 151.1
Revenue Stabilization Fund 60.4 749 25.6% 94.1 21.1% 114.0 17.8% 134.0f 15.5% 154.7] 13.5% 176.3] 12.7% 198.7
Totul Reserves $0.1 1133 23.9% 140.2 76.2% 2478 10,1% 7.8 7.8% 293.1 9.2% 3203 9.2% 349.8
Additions 1o Reserves
Unrestricted General Fund 107.3 7.9 1000.6% 86,9 94.5% 4.8 -87.7% Q.61 -834.0% 55 30.2% 7.2| 52.8% 11.0
R Siabilization Fund 33.9 19.2 3.7% 19.% 0.7% 20.0 3.4% 207 4.1% 21.6] 3.7% 2.4 31% 239
Total Change in Reserves 1411 271 294.3% 106.8 -76.7% 24.8 -14.2% 21.3 27.1% 271 9.1% 9.6 152% 34
Eruling Reserves .
Unrestricted General Fund 136.8 481 188.4% 1330 3.6% 137.8 0.4% 138.4 4.0% 144.0 5.0% 1511 7.3% 162.1
‘Revenus Stabllixation Fund 94.3 94.1 21, 1% 114.0 17.6% 134.0 15.5% 154.7 13.9% 1763 12.7% 1987, 11.6% 2217
2312 140.2 76.2% 2470 10.1% 271.8 7.8% 2931 9.2% ' 3203 2.2% 349.8 9.7% 3839
Resarves os u % of Total Tax Supporied Revenues Plus 0P & Operating 6.0% 3.7% 5.4% £.8% 7.1% 7.5% 7.9% 8.4%
Grant Revenuss
Agency Reserves
Moutgomery Collega 0.0 158 -74.9% 4.0 2.1% 4.0 3% 4.2 3.0% 4.3 2.8% 4.4 1.7% 4.3
M-NCPRC 0.0 43 1.7% 4.3 3.0% 4.5 3.7% 4.6 3.5% 48 3.7% 5.0 3.7% 5.1
- Al
MCG + Agency Reserves as o % of Adjusted Govl Revenves 4.2% &.8% 7.0% 7.3% 7.7% 8.1% 8.6%
Rafire¢ Health Insurance Pre-Funding
Montgomery County Public Schools (MCPS) - - 3.2 54.8 76.4 87.7 92.1 96.7
Montgomery Collage (MC) - - 1.0 1.2 1.3 1.4 1.5 1.5
MNCPPC {w/o Debt Service) - - 4.4 5.% 5.6 [N &4 6.7
MCG - - 25.0 aLs 38.4 4,6 46.8 46.8
Suk 1 Reti Health Pre-Funding - - - 83.6 - 102.6 - 217 - 139.8 - 146.8 - 151.8
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1 |FY12 Major Known Commitments

2

3 : MCPS . MCe College MNCPPC Total
4 |FY11 Approved Budget 1,019,842,746 | 1,163,556,250 | 215,774,676 92,653,170 | 3,391,826,842

5

8 |Potential or Negotiated Compensation

7 | General wage adjustment 541,413 541,413

8 | Steps/service increments 279,461 279,461

9 | Other projected bargaining costs 0

10 |Group insurance cost increases 28,647,008 7,349,810 750,000 656,781 37,403,599

11 |Retirement cost increases 6,145,386 11,722,300 150,000 2,507,400 20,525,086

12 |Annualization of Positions (50,710 44,000 6,710)
13 | Cost increase due to enroliment 13,895,800 989,491 14,885,291

14 |Elimination of One-Time items (360,750} {7,854,110) (8,214,860}
15 |Restoration of Furlough Reduction 10,687,530 2,861,572 2,150,700 15,499,802

16 |Restoration of One-Time Reductions:

17| Road Maintenance 4,558,740 4,558,740

18| Deskiop Computer Replacement 3,300,000 3,300,000

18| Vehicle Replacerment 7,844,520 7,944,520

20{ Other 4,628,570 4,628,570

21 {Operating Impact of Capital Projects:

22| Faclities 487 812 2,877,160 3,285,303 2,395,000 9,045,275

23] Roads 208,000 206,000

24| Tech Mod: Migration of Personnel Costs 944,400 944,400

25| Tech Mod: IT mice agresments/licenses 1,506,060 1,506,060

26 |Programmtic obligations: )

27| Public Libraries Staffing 343,180 343,160

28| Fire Rescue Recnit Class/SAFER Match 2,898,510 2,898,510

29| Election Cycle Changes (2,366,110) -~ {2,366,110)
30 AHCMC — Advancement Granis 300,000 300,000

311 AHCMC — AF| 500,000 500,000

32| Communily Grants: CIP Cost Sharing 250,000 250,000

33| Community Grants NDA 3,084,060 3,084,060

34| Fire Recue Apparatus Master Leases 255,340 255,340

35| Electronic Patient Care Reporting 192,000 192,000
36| Conservation Corps/PIT Annualizations 213,510 213,510

37| Biennial Hall of Fame 7,570 7.570

38| Resident Survey 38,800 38,800
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1 {FY12-Major Known Commitments

2

3 MCPS . MCG College MNCPPC Total

38| Working Families Income Supplement 2,327,800 2,327,800

40| New Leases {Addiction Services, others) 1,448,380 1,448,390

41| County Attorney Disparity Study 600,000 600,000

42| EDF Commitments {Costco, Thales, etc) 3,775,000 3,775,000

43 | Scheduled Programmatic Reductions: V

44| Maryland Clean Energy Center (286,200) (286,200)

45| Timesheet Data Entry Contract {75,000) {75,000)

46| Lease Terminations {592,210 {592,210)

47| Tranit Services Master Leases {1,225,220) (1,225,220)

48 |Inflation:

491 Service Contracts (DGS) 196,000 196,000

50| Materials Contracts (DQT) 110,000 : 110,000 |

51| Energy/utility costs 3,615,203 1,000,000 287,675 321,026 5,233,904

8§21 Fuelrate increases 1,299,029 2,000,000 3,299,029

53| Instuctional materials/ether : 0

54| Nonpubiic placemenis 2,786,998 2,786,998

55| Cther ’ 250,000 250,000

56 |Other inescapable cost increases: ,

57| Liability insurance, workers compensation 2,787,565 959,890 100,000 625,090 4,472 545

58| Maintenance, transportation, efc. 631,990 631,990

59

80| Total Major Known Commitments 59,936,041 63,775,560 8,528,041 9,476,871 | 141716513

61

62 | Total Projected FY12 Agency Spending 1,979,778,787 | 1,227,331,810 | 224,302,717 | 102,130,041 | 3,533,543,355

63 {% Change ' . 31% 5.5% 4.0% - 10.2% 4.2%

64 |MCPSICollege at Maintenance of Effort 2,005,647,863 | 1,227,331,810 | 224,025593 | 102,130,041 | 3,559,135107
4.5% 55% 10.2% 4.9%

65

3.8%

% Change




REVENUE SUMMARY

TAX SUPPORTED BUDRGETS
{§ Millians §

A T ¥ F ] E H i ] K ¥ " N S 3 ] ®
KEY REVENUE Estimate App. Estimote % Chg. % Chg. Rec. % Chg. Projected | % Chg. Projedted | % Chg. Projected | % Chy.  Projected | % Chg.  Projected
CATEGORIES me adl aak} P12 FYT1.12 Iz (FY12-13  PN3 IFNI3.14 P14 (FVIAIS O FIS  TFYIS.IS P16 [ Fis-17  Fal
TAXES 53710 5370 | 5-27-10 Rerbud Reciar :
1 Proporty Tax {iess POs) 14378 ] 14500 f 14387 1.3% 2.2% 14887  29% 1513 35% 15635] 3.2% 16187 35% 16703)  3.8% 1,733.1
2 income Tax 102631 10007  1,0302 39% 69% 1,017 8.8% 11743 44% 122571 79% 13209 52% 13907 4% 14475
3 Transfer Tax &y 75.7 755 83% 8.6% 820} 107% 07| 7% 9791  0.6% sas| 61w 1045]  19% 1045
4 Recordation Tax 46.1 51.0 42.8 0.8% 20.0% 514 9.1% 5611 55% 59.2]  04% s9.4]  78% 640y  2.0% 65.3
4a Recordation Tax Practium 0.0 83 8] -100.0%  -100.0% co| 00% 00|  0.0% 00] o00% 00| 00% oo] oo% 0.0
4a Recordation Tax CIF 00 5.0 5.0 -100.0%  -100.0% oo| oo% 0.0 0.0 00 0.0 0.0
5 Energy Tax , 1836 245.5 2432 1.5% 2.5% 2493 -44.5% a4 2% M4 4% 1434 0.8% 14451 15% 1487
6 TelephoneTax  * 29.5 48.4 471 1.0% 3.7% 489] % s09| 45% 532]  4s% 57| s1% 585]  $.3% 616
7 Harel/Mated Tax - 158 174 180 7.4% 1.8% 186]  47% 195]  43% 2037 43% na|  4e% 21| 43% 23.1
8  Admissions Tax 2.1 20 1.9 S11.2% 3.9% 181 -3y 181 -35% 17 -3.3% 160 -3.2% 1.6]  -41% 15
$  Total Lucal Taxes 2,786.60 39680 | 29115 2.0% 3.8% 30724 | O0.7% 30429 8.9% 3,627 | 48% 331531 4.3% 34563 3.7%  3,585.2
INTERGOVERNMENTAL AID
10 Highway User 1.0 09 11 29.6% 52% 11 5.3% 12| 53% T3] sa% 13 53% 14| s52% 1.5
11 Police Profection a2 8.2 82 0.0% 0.0% 82 00% 82] o00% 82 00% 82] 00% 82| o0% 8.2
12 Libraries 5.4 5.4 5.4 0.0% 0.0% 54! 00% 54| 00% 54] 0.0% 54]  oo% 54| Oo% 5.4
13 Health Services Case Farmwla 3.6 3.6 8.6 0.0% 0.0% 36|  00% 36]  0.0% 381 0.0% 3s]  oo% 6] oox% 3.6
14 Mass Transit 449 22.8 228 0.0% 0.0% 228 oox 228 00% 228!  o00% 228 o0% 228f o00% 228
15 Public Schools 4411 488.6 488.6 2.8% 2.8% 502.5| 0.0% 5025| 00% s025|  0.0% 502.5|  0.0% s025]  0.0% 502.5
16 Community College 309 306 306 2.7% 2.7% 298]  0.0% 28! oo% 298%  0.0% 298| oo% 298| o0.0% 29.8
17 Direc Reimbursaments 20.0 142 142 0.0% 0% 142]  0.0% 142]  00% 142]  oo% 42| oo% 1421 00% 14.2
170 Direct Reimb: 0SS Services 0.0 0.0 Q.0 nfa nlo a0 n/a 0.0 n/a 0.0 n/a 0.0 nia 0.0 nfa 0.0
18 Other 10.0 9.4 9.4 0.0% 0.0% 94| CO% 94| 00% 94] 00% 941 oo% 9.4] 00% 9.4
19 Sublotal State Ald s65.1 5638 5880 2.3% 2.2% 597.11  0.0% 5972 0% 59721 0.0% 5974 00% 5074 0.0% 5974
20 Federol Aid 44 0.6 13.6 -81.6% -58.4% 56| 00% 56| 00% 56] _00% 56| o0o% 56| oo% 56
n o  ietergovernmental 5695 614.3 897.5 9% 0.9% 6027 | 0.0% s0z8| oo% 6029 | 0% s029] oo% 6030 | c.0% 8031
FEES AND FINES
22 Licenses & Permits 123 121 123 1.5% 1.5% 123 1% 125 15% 127]  1.5% 128)  15% Bo| 1% 132
23 Charges for Services 48.4 65.5 513 -20.2% 18% 523  2.0% 533 22% 545F  2.3% 557]  2.4% sta| 24w 8.5
24 Fines & Forfeitures 260 263 26.3 1.6% 1.6% 267 1.6% 27.1 1.6% 2741 16% 280] 1% 285 16% 28,9
25 Montgomery College Tuition 753 78.1 78,1 S0% 5.0% 820! 2.0% 836! 22% 855{  2.3% 8v.4]  2.4% 8951 2.4% 91.7
26 Totol Fees and Fines 1620 162.0 167.8 A% 3% 733 1% eS| 2% 882  22% 40| 23% 66| 23% 192.3
MISCELLANEOUS
27 investment Income 13 3.6 13 -51.0% 33.4% 18] 1760% 45| 138.7% nel s 185] 303% 241]  oo% 243
28 Other Miscollaneous 101.0 153 153 2.3% 23% 1571 25% 1611 28% 16, 2.9% 170)  3.0% 1725]  30% 8.0
29 _Yotal Miscellaneous 1024 19.0 16.7 -8.0% 4.8% 175 203% 2101 3a.7% 2831 255% 3551 17.2% 46| 1A% a2
30 TOTAL REVENUES 34138 | 3,799.2] 36935 1.0% 3% TEs8|  0.7%  S843.2 a4% 3,974 4% &,137.8| 3% 42890 3.1% K423
31 $ Change from prior Budgat 67.2) 1654 79.7 36.6 7.4 130.8 163.8 1512 133.8
Propecy Tax @ FIT'. . 0.8 90} 00t — _—— 8.0 el 0.0 6.0 9.0 0.0
TOTAL REVENWES AGJUSTED 36139 3,7979.2| 34938 T.0% 33% TAISE | 0.7%  3843.2 | B.4% 39741 A% 4,187.8] 3.7% 42898 3.1%  44z28
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Overview

* Finance provides a full revenue update
in December of each year, after the
November income tax distribution

« At this time, near final data are known
about the prior year income tax
receipts, and updates are available to
certain economic factors

« Another full update is done for the
March budget
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ECONOMIC OUTLOOK - SUMMARY
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Economic Recovery vs. Fiscal Recovery

— Historically, a fiscal recovery lags an economic recovery by
12 to 18 months.

— Certain economic indicators can point to recovery, but
revenues can continue to decline.

— This can be due to lags in the receipt of revenues related to
the fiscal improvement (e.g. income tax) or built in process
lags (e.g. triennial reassessment cycle).

— Lags can also be behavioral — e.g., consumer spending, real
estate market.

— The recent length (last three cycles) of an economic
recovery and expansion (e.g., from trough to peak) has
averaged about 95 months according to the National Bureau
of Economic Research.
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Current Signs of Economic Recovery

— Drop in unemployment rate from 5.7% to
5.2%.

— Stock market recovery

— Home prices show signs of modest
improvement

— Nationally, 11 months of modest private
sector employment growth
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Continued Causes of Concern

— Possible pull backs in federal spending
— Federal wage freeze

— Continued soft housing market due to
home sales

— Fed funds rate remains flat

— State budget deficit of $1.6 billion

— Potential transfer of teacher’s pension
contribution to the County

MC Department of Finance December 2010 Revenue Update
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INFLATION

1.75%

Key determinant of property

2009: 0.23%

Property Taxes
Jan.-Sept. tax revenues at the Charter 2008: 4.52%
2010 Limit
UNEMPLOYMENT 5.2% Income Taxes Indicates overall health of Sept. 2010: 5.5%
RATE Oct. 2010 the job market Oct. 2009: 5.7%
RESIDENT 486,557 Income Taxes Primary determinant of Sept. 2010: 482,459
EMPLOYMENT Oct. 2010 income tax receipts Oct. 2009: 480,667
PAYROLL 471,937 Income Taxes Another determinant of Sept 2010: 469,000
EMPLOYMENT Oct. 2010 income tax receipts Oct. 2009: 462,337
STOCK MARKET - 1224.71 Income Taxes Key determinant of capital December 31st:
S&P 500 As of gains portion of the income | 2009: 1,115.10
Dec. 3 tax 2008:  903.25
HOME SALES 679 Transfer/ Indicates activity affecting Sept. 2010: 748
Oct. 2010 | Recordation Taxes | receipts Oct. 2009: 942
HOME PRICES $444.396 Transfer/ Taxes are hased on values, Sept. 2010: $429,842
Oct. 2010 | Recordation Taxes | affects amount of taxes Oct. 2009:  $427,436
collected
FEDERAL FUNDS RATE 0.19% Investment County's return on Oct. 2010: 0.19%
Nov. 2010 | Income investments closely Nov. 2009: 0.12 %

correlated with the Fed Fund
rates

S
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Resident Employment is Rising

Resident employment in Montgomery County was 486,600 in October compared to
almost 480,700 in October’09 - an increase of 5,900. The year-over-year increase

in October was the largest since April 2008.

Year over Year Change in Employment
(Labor Force Series)
Montgomery County

20,000
15,000
10,000

5,000 4

-5,000
-10,000
-15,000
-20,000
-25,000

Y-0-Y Chg.

SOURCES: Bureau of Labor Statistics, U.S Department of Labor
Maryland Department of Labor, Licensing and Regulation

MC Department of Finance December 2010 Revenue Update



The Unemployment Rate has Decreased

Because of the steady decline in the County’s employment, the unemployment rate
has risen from 3.8 percent in October 2008 to 5.2 percent in October of this year.

Montgomery County Monthly Unemployment Rates
(not seasonally adjusted)

7.0%
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Month
SOURCE: Bureau of Labor Statistics, U.S. Department of Labor
Maryland Department of Labor, Licensing and Regulation
, 9
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The consumer price index (CPIl) Remains Subdued

Overall for the Washington-Baltimore consolidated region the CPI increased a
modest 1.3 percent in September compared to September '09. For the calendar
year to date (January through September), the index increased 1.8 percent
compared to -0.2 percent in 2009.

Year-over-Year Percent Change in Consumer Price Index
Washington-Baltimore CM SA
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Home Sales are Down

With the expiration of the Federal first-time homebuyers credit, total sales of
existing homes are expected to decrease 2.9 percent in 2010 compared to an
increase of 21.8 percent in 2009.

18,000
16,000
14,000
12,000
10,000
8,000
6,000
4,000
2,000

No. of Sales

Total Home Sales
Montgomery County

2000 2001 2002 2003 2004 2005
Calendar Year

SOURCES: Metropolitan Regional Information System, Inc.
Montgomery County Department of Finance

2006

2007

2008

2009

2010 est.
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Average Home Sales Prices are Up

While the sales of existing homes in the County are expected to decrease in 2010,
the average sales price is expected to increase by less than 1 percent, which
follows decreases of 8.4 percent (2008) and 13.8 percent (2009).

Average Home Sales Price
Montgomery County
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SOURCE:: Metropolitan Regjonal Information System, Inc.
Montgomery County Department of Finance
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FY11 and 12 Summary

The outlook for the remainder of this fiscal
year (FY11) and next year (FY12) suggests
a further decline in revenues compared to
the estimates prepared for the FY11
budget. The combined shortfall in FY11

and FY12 is nearly $160 million lower than
previously estimated.

MC Department of Finance December 2010 Revenue Update

14



S

FY11 Revenue Update

December revised revenues for FY11 are $85.7 million below

the FY11 Budget. One of the major contributors is the decline in

income tax revenues.

Income

Property
Transfer/Recordation
Other Taxes:
--Admissions
--Fuel/lEnergy
--Telephone
--Hotel/Motel
Investment Income
Ambulance Fee
Other Revenues
TOTAL

FY11 BUDGET - DECEMBER 2010 ($MIL.)

FY11 Budget Dec. Update Difference
$1,060.680 $1,030.160 ($30.520)
$1,450.146 $1,436.728 ($13.418)

$139.900 $134.500 ($5.400)
$2.043 $1.887 ($0.156)
$245.500 $243.180 ($2.320)
$48.368 $47.120 ($1.248)
$17.353 $17.956 $0.604
$3.642 $1.339 ($2.303)
$14.143 $0.000 ($14.143)
$797.457 $780.700 ($16.757)
$3,779.232 $3,693.570 ($85.662)

MC Department of Finance December 2010 Revenue Update
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FY12 Revenue Update

December revised revenue estimates for FY12 are $73.8 million below the
March/April/May estimates. The major contributors are a decline in
estimated income tax and property tax revenues.

Income

Property
Transfer/Recordation
Other Taxes:
--Admissions
--Fuel/Energy
--Telephone
--Hotel/Motel
Investment Income
Ambulance Fee
Other Revenues
TOTAL

MARCH/APRIL/MAY ESTIMATE - DECEMBER 2010 ($MIL.)

FY12 Estimate Dec. Update Difference
$1,130.160 $1,101.740 ($28.420)
$1,489.945 $1,468.703 ($21.242)

$148.336 $133.363 ($14.974)
$1.956 $1.814 ($0.142)
$252.100 $249.270 ($2.830)
$50.392 $48.870 ($1.522)
$17.651 $18.632 $0.981
$7.436 $1.786 ($5.650)
$14.398 $0.000 ($14.398)
$777.302 $791.700 $14.398
$3,889.676 $3,815.877 ($73.799)

MC Department of Finance December 2010 Revenue Update
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Revenue Trend FY12-17
During the current six year period (FY11-FY16), total revenues are expected
to be approximately $454.8 million below FY11 budget estimates.

Comparison of Total Revenues:
FY11 Budget versus December Update
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Income Tax — Tax Year Liability

 Income tax revenues through November for
Montgomery County and local jurisdictions fell 5.7
percent in tax year (TY) 2009 from TY2008 - the
second consecutive decline following an 11.0
percent decline in TY2008 — the largest in 25 years.

 Because of the decline in 2009, Montgomery
County’s share of total local tax liability in Maryland
declined from 28.5 percent (TY08) to 27.9 percent
(TY09).

18
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Income Tax Volatility

Year-over-year percent changes in the income tax are volatile and
sensitive to economic events especially capital gains in Montgomery

County.
Annual Percent Change in Income Tax Revenues from Withholdings,
Estimated Payments, October 15 Filings,
and Revenue Adjustments
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Income Tax — November Distribution

* The largest share (75%) of the County’s income tax revenues
for any tax year comes in quarterly distributions of
withholdings and estimated payments.

« The November distribution reflects actual results from the prior
tax year (e.g., final tax year 2009 in November 2010) and
provides a near final review of last year’s tax liability — this
provides a base for future projections.

« The Comptroller’s Office also adjusts its distribution formulas
for the current tax year based on the prior year results (e.g.,
2009 results affect next year’s distributions).

* Income tax revenues represent 36 percent of total tax revenues
and nearly 30 percent of the County’s total revenues.

. 20
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Income Tax — November distributions

Actual Actual Estimated Actual Difference
(millions) FYO09 FY10 FY11 FY11
October 15™ Filings and Adjustments
$146.10 $9.60 $32.70 $17.00 ($15.70)
Withholding and Estimated payments for
3" Quarter $242.70 $210.60 $218.90 $212.90 ($6.00)
Total November Distribution $388.80 $220.20 $251.60 $229.90 ($21.70)

*Reduction in receipts from October 15th Filings and Adjustments is based on an
adjustment to reflect decreased income tax receipts due the County for tax year 2009 as

compared to tax year 2008. Overall, the State has indicated that the County’s income tax
receipts for 2009 are 5.7% lower than for 2008.

*Reduction in withholdings and estimated payments is due to reduced income tax receipts
statewide and a change in the distribution formula, which is updated by the State in
November to reflect the overall decrease in prior year income tax receipts.

21
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Income Tax — Economic Factors

— Resident employment is expected to decline 1.2
percent (|1.2%) in CY10 with most of that decline
during the first half of CY10 and increasing a
modest 1.4 percent (11.4%) in CY11. This is
compared to March economic assumptions of 0.3
percent increase in 2010 and an increase of 1.6
percent in 2011.

— Personal income is estimated to increase 3.7
percent in CY10 and 4.7 percent in CY11.

— Wage and salary income is expected to increase
3.2 percent in 2010 and increase 4.7 percent in
2011.

22
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Income Tax FY12-17

Over the current six year period, income tax revenues are expected to be

approximately $268.0 million below FY11 budget estimates.
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Income Tax

The amount of estimated payments by Montgomery County
income taxpayers has been closely associated with the
stock market (S&P 500 Index)

Estimated Payments by Montgomery County Taxpayers
versus S&P 500 Index (December)
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Property Tax

The inflation rate is expected to be slightly less than 2.0
percent in calendar year 2010, which follows a meager 0.2
percent increase in CY09. Inflation is used to estimate real
property tax revenues in FY2012 under the Charter Limit

excluding new construction.

The reassessment rates for real property for Group 2 in fiscal
year 2012 are expected to decline 17.3 percent for residential
property and decrease 1.5 percent for commercial property.

Based on a declining taxable assessable base in FY2012, tax
rates (current General Fund rate is $0.669) would have to
increase or the County credit (income tax offset, which is
$692 for a principal residence in FY11) would have to decline
to reach the Charter Limit.

25
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Property Tax Revenues at the Charter Limit

Without a rate increase or smaller credit, revenues would be below the
Charter Limit for FY12 due to an unprecedented decrease in the

assessable base.

Property Tax Revenues
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Transfer and Recordation Taxes

Home sales are expected to decline 9.7 percent in FY11
largely attributed to the expiration of the federal
government’s first-time homebuyers credit, while prices
are anticipated to increase in FY11. The non-residential
real estate market is estimated to experience a slight
increase in FY11.

Because of the dramatic decrease in home sales during
the latter half of CY10, Finance estimates that the number
of residential transfers may decrease 9.6 percent in FY11.

However, because the average home sales price is
expected to increase in CY10 and in CY11, the average
transfer tax amount on a residential sale is expected to
increase 6.2 percent in FY11.

Because of the expected increase in the number of non-
residential transactions, non-residential transfer tax
revenues are estimated to increase by over 10.0 percent
in FY11,

27
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Transfer and Recordation Taxes

Since reaching $241.7 million in FY06, transfer and recordation taxes declined
$134.5 million to a low of $107.2 million by FY09. By FY17, transfer and
recordation taxes are estimated to reach $171.8 million — nearly $70 million below

the FY06 peak.
Transfer and Recordation Taxes:
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Transfer and Recordation Taxes
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Other Tax Revenues

Due to the rate increases in FY11 and FY12 for the fuel/energy tax and in FY12 for the
telephone tax, the combined total estimated revenues for FY11 and FY12 are expected to be
nearly $218 million above FY10. However, revenues are estimated to decline in FY13 from
FY12 due to the sunset provision in the fuel/energy tax. Over the current six-year period, total
other tax revenues are estimated to be $33.8 million below FY11 budget estimates.

Comparison of Other Tax Revenues
FY11 Budget and December Update
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Investment Income

— The Federal Reserve is expected to maintain its
low interest rate policy through the remainder of
this fiscal year (0.00-0.25%).

— The investment yield is now expected to decline
to 0.14 percent in FY2011 from 0.22 percent in
FY2010. The budget estimate was 0.85 percent.

— In order to maintain liquidity to meet County cash
flow needs, investment returns are based on short
term rates which currently track the effective Fed
funds rate. |
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Howard County, Maryland
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INNDICATORS

Our Mission..,
Review the most
currently available
economic indicators
for Howard County
and surrounding
areas to assist in
providing advance
warning of possible
shifts in the local
economy that may
be helpful in the
evaluation of
current and future
government policies
and private sector
business decisions.

December
2010

Insight & Outlook

Retail...representatives reported business
locally has been good. Across the board com-
modity price increases are expected in the fu-
ture. However, price increases to consumers
for items fike coffee, meats, dairy, sugar and
energy are not expected until after the holiday
season. Retailers will absorb the increases out
of their margins to remain competitive during
the holidays. Apparel sales were soft in Octo-
ber, but were made up in November as the
weather turned colder. Any type of snow re-
moval equipment is selling well as consumers
have a strong memory of the snows last year.
Black Friday promotions for major appliances
and electronics are expected to offer good deals
to consumers, Internet retailers reported hiring
is taking place at profitable businesses in this
sector. Profitable businesses are finding banks
very willing to loan money. Those businesses
that are less successful are either going out of
business or becoming more innovative. Low
cost, low margin businesses are doing best.
The largest concern for internet businesses in-
volves regulatory and sales tax issues. Many
states are revenue hungry and see a sales tax on
internet sales as a source of new revenue. Auto
dealers reported there has been a polarization
of profits, the big have gotten bigger. Sale of
new vehicles for the coming year is expected to
reach 13 oillion units, up from 11.2 units mil-
tion this year. Pent up demand is building and
correlates directly to the public’s sense of their
personal financial security. Locally dealers

seamn to be doing better than counterparts in
other areas.

Professional Service... representatives
reported most business owners expect current
conditions to persist into 2011. Employers
will remain cautious about hiring, worried
about health care costs, the end of tax cuts
and the impact of regulations on small busi-
nesses. Future spending will be directed at
replacing old equipment to improve efficien-
cy. Put simply, business owners are move in-
terested in buying capital equipment to in-
crease productivity rather than adding em-
ployees. The current economic status is flat
and improvement is not expected any time
soon. Technology firms are starting to lease
space related to BRAC and these firms in the
goverument sector continue to enjoy many
opportunities resulting in excellent profits,

Residential Real Estate...representa-
tives reported this sector has noted a sofien-
ing in recent months, Year to year the aver-
age price of resale homes is up, but sales have
slowed. This sector had anticipated the mar-
ket to continue to improve even afier the fed-
eral stimulus ended. This does not appear to
be the case. More buyers are now interested
in rentals than purchases. This is atributed to
difficulties buyers seeking to move into the
county due to BRAC or other reasons are
having seiling their existing homes in their
current locations. Higher priced homes are
tanguishing and are very difficult to sefl. Re-
sale inventory overall is at 2 7.2 month level,

which is encouraging. Many sellers have
taken homes off the market hoping prices
will increase in the future. Some sellers
are not accepting that their home may not
have the value it had in the past. Foreclo-
sures are still appearing but there are few-
er in Howard County than elsewhere in the
region. This sector is optimistic that things
will improve next year.

Residential and Commercial

Construction...representatives re-
ported the new home market remains dif-
ficult and very competitive. This sector
was optimistic at the start of calendar 2019
but that optimism faded as the tax credit
initiative disappeared. This year has been
a turn- around year compared to last year,
but there is little optimism for the near
term. Homebuilders are struggling and
most are not inaking money. Current pric-
es for single fanmily homes are driving
homebuilders to build more townhouses.
The impact of BRAC has been slow 0
materialize. On the positive side home-
builders are hopeful BRAC, Cyber Securi-
ty and NSA will generate the jobs needed
to improve the housing market over time.
Laocal & community banks have been res-
ponsive to the needs of local builders. The
commercial real estate market in Howard
County has an average 2010 vacancy rate
of 13.5% compared to 15.3% a year ago.
In the past quarter there has been negative
absorption in Howard County, indicating
this sector is having some difficulties.

A Joint Publication of Howard County Government & the Howard County Chamber of Commerce
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Banking...-m, ives report continued
concern regarding the direction of the economy

"Businesses are not and the impact on borrowers. Over the sum-
going to hire or rehire | mer there seemed 10 be some level of increased
until they fee! optimis- | Dusiness optimism for 2011, but it now appears

tic about the future,

most businesses are expecting a more muted
year. Well-capitalized and profitable business-

We are not there yet.” | es continue to deleverage, while weaker busi-

nesses which had been counting on a recovery
to help resolve financial problems may now
face sertous financial issues. Smaller financial
institutions continue to deal with multiple
problems, including problein credits and a tight
interest spread. Consumer lending remains
weak and most residential mortgage and home
equity credit activity (almost $0%) is being
used to refinance existing debt at lower rates
rather than purchase new homes or goods.
While the refinance activity does provide con-
sumers with additional disposable income, this
does not generate Jarger economic activity.

Service Industries. . .representatives re-
ported contractors with government contracts
are holding back on subcontracting, keeping
more money in house. Trangportation services
reported business has been good since the
spring. This October was one of the best
months in years. Convention traffic has been
the primary driver. Business and leisure travel
have been steady. Thanksgiving holiday travel
is expected to be good and the Monday follow-
ing the holiday is usually the biggest day of the
year in the transportation sector. The largest
concerns remain the cost of fuel and new hires.

Agricultural...representatives reported
local farmers had a better year than expected.
Small grains, such as wheat and barley made
record yields due to early harvest. The hay
crop was large but rain in late May and early
June made for poor quality. The severe
drought in Juiy and August burt production of
corn and soybeans but new hybrid seed that is
drought resistant was helpful. Grains of all
types are setting record prices. Cattle, hogs
and milk prices are steady. There is a glut of
mitk due to better production per cow. Fruit
and vegetable farmers did well, but those with
irrigation during the drought saw a large differ-
ence in production.  What every farmer wiil be
watching in the coming year is the stink bug.
At this time it could affect every erop grown.
This year was bad but next year could be a ca-
tastrophe unless measures are made to eradi-
cate them.

Overall...it appears the local economy re-
mains rather flat. The housing market is show-
ing little signs of sustained improvement.

Averags Unemployment Rates FYO2-FY11
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Busi are continuing fo use equity to
purchase equipment to improve performance
rather than hire new employees. There re-
mains a lot of uncertainty related o regulato-
ry issues, heaith insurance and taxes that will
all impact businesses eventually. Howard
County is more fortunate that other areas be-
cause of the close proximity to government
facilities. 1t is estimated that one facility pro-
vides $2.2 billion in direct economic impact
to the county. One question that remains un-
answered is when will things retum to “nor-
mal” and possibly more important is the cur-
rent status the “new normal?” Only time will
tell. Buf in thnes of challenge opportunities
also present themselves. Being prepared to
take advantage of these opportunities is the
key to moving ahead.

Summary

Employment...Resident employment in
September 2010 reached 148,634 persons.
The unemployment rate for Septernber 2010
was 5.4%, the Jowest in the State of Maryland
and continuing to be significantly below the
State rate of 7.5%. In September 2009 the
unemployment rate was 5.3%. The FY11 av-
erage unemployment rate for the county is
now 5.6% compared to the FY10 average of
5.4% thru September.

At Place Employment is reported for March
2010 and was 142,752, an increase of .4%
compared to the March 2009 level. Total
wages reported for March 2010 rose by 1.9%
from the March 2009 level, rising from
$1,920,070,311 to $1,956,901,721. The av-
erage weekly wage reported for March 2010
was $1,131 up $57 or 5.3% from the $1,074
reported for March 2009,

County Revenues...Personal income
tax receipts as reported for October 2010
were .75% higher than income tax revenues
collected for October 2009. Fiscal year to
date FY11 income tax revenues are 19.1%
below FY10 levels through the same period.
Planning & Zoning fees are reported for Sep-
tember 2010 and are 34% lower than the Sep-
tember 2009 jevel. Fiscal year-to-date collec-
tions for these fees are nearly 42% lower than
the FY 10 levels. Transfer tax is reported for
October 2010. Compared to October 2009
current collections are down 7.4% in October
2010. Average fiscal year-to-date collections
for FY'11 are up nearly 6% when compared to
FY10 levels thru the same period.

Construction...Building permits issued
in October 2010 increased by 4.2% compared
to the October 2009 level. Fiscal year 2011
to date permit activity reflects an increase of
74 permits or a 5,9% increase over FY10 le-
vels thru October, Single-family detached
issuances for October 2010 reached 41 units
compared to the October 2009 level of 41
units. FY11 to date SFD permits are up 24%
when compared to FY10 year to date levels.
Attached single-family issuances increased by
9 units in October 2010 compared to the prior
year, Fiscal year to date the number of single
family attached units is down 28% from
FY10to FY11, Multi-family pennits posted
0 units in October 2010 compared to 16 units
reported for October 2009, Non-residential
new and additions, alterations, interior com-
pletions {AAIL) permits were down by 10 units
in October 2010 compared to October 2009,
Non-residential reported square footage fiscal
year to date is reported thru October 2010
FY11 s.f to date totals 12,378 compared to
267,036 s.f. reported for FY 10 thru the same
pericd. The estitnated non-residential con-
struction cost reported for October 2010 was
$139,111,525 compared to $12,000,000 in
October 2009,

Economic Indices...National Leading
Economic Index (LEL) as reported for Sep-
tember 2010 was 110.4, up 5.9% from the
September 2009 level of 104.2. The LEI for
the Washington MSA was 107.3 in August

2010, up from the 106.0 reported for Au-
gust 2009, The Coincident Index for flie
Washington MSA was 107.6 in August
2010, up from the August 2009 level of
105.9. Fiscal year to date averages for the
Washington indices were positive. The
leading index wasup 1.1 % at 107.1 for
FY11 compared 10 1059 for FY10. The
coincident was up 1.4% at 108.6 for
FYlicompared to 107.1 for FY10.

Real Estate... Average sale prices for
single-family homes (includes single fami-
ly detached and town homes}) in July 2010
decreased 3%, from the July 2009 average
of $468.282, to $454,146, Fiscal year-to-
date the average price decreased by 3% as
well. A total of 157 single-family homes
were sold during July 2010, a decrease of
8% or 14 fewer units than the 171 units
sold in July 2009, Average units sold fis-
cal year to date were 157 compared to 171
units thru July 2009, a decrease of 3%.
Condominium prices in FY11 thru July
averaged $248,400, a decline of near-

[y 13% from the average price of $284,719
thru July 2009, Sales of condo units in
July 2010 were down 69% or 11 units
lower than the numbers reported for July
2009 when 16 units were sold. The com-
mercial office vacancy rate for September
2010 was 14.1%, up from 13.9% in July
2009. The vacancy rate does not reflect
pre-leased new construction. Square foo-
tage available decreased slightly to
10,874,844 s.f. for September 2010 com-
pared to 11,594,047 s.f. for September
2009, Net absorption for the third quarter
of calendar 2010 was -6,041 s.£ compared
to net absorption of 228,168 s 1. through
the third quarter of calendar 2009,

Sales Tax...September 2010 collec-
tions for Apparels declined by 22% com-
pared to the fevel collected in the same
month last year. The FY 11 average re-
ceipts to date have declined by 9.1% when
compared to the prior year. Collections
reported for September 2010 Furniture and
Appliance sales decreased by 34% com-
pared to September 2009. Fiscal year-to-
date, average revenues thru September
2010 decreased by 39% from the previous
fiscal year. General Merchandise collec-
tions decreased by 11% in September
2010 compared to September 2009. Fiscal
year-to-date average levels decreased by
4% compared to the prior year. It should
be noted sales tax revenues are not re-
turned to the county as direct revenue,
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MEMORANDUM

December 10, 2010

TO: Councilmembe}s
FROM: Valerie Ervir;,\igmcil President

SUBJECT: Council’s Next Steps on Options for Long-term Fiscal Balance

This memo follows up the Council’s December 7 briefing on Part II of the Office of Legislative
Oversight’s report on achieving a structurally balanced budget in Montgomery County. OLO’s executive
summary suggested some possible next steps that I recommend the Council pursue in the coming months,
as outlined below.

Step (1): Questions and Answers about the Options

Between now and January 3 Councilmembers should send OLO Director Karen Orlansky any questions
they have about the options outlined in OLO’s Part I report. By January 5 OLO staff will circulate a
master list of all questions received and a timetable for providing responses. OLO will aim to provide
responses to all questions by January 14.

Step (2): Input from Known Stakeholders and the Larger Community

Starting this week we should aggressively solicit input about the report from both known stakeholders and
the larger community. In January and February we should also solicit input in other forums, such as a
forthcoming Town Hall meeting and other community forums.

Step (3): Select Short List of Options for More Research and Analysis

By January 21 the Council should select a short list of options for:

More refined cost/revenue estimates (including actuarial analysis if needed);
More detailed analysis of the potential impact on employees and/or residents;
More specific legal analysis or comparative information; and

A proposed implementation schedule.
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Step (4): Decision and Action

With the benefit of all this information, and following the transmittal of the Executive’s Recommended
FY12 Operating Budget on March 15, the Council can decide during the course of its budget
worksessions in April and May which specific measures to implement.

Please let me know by 9:00 a.m. on December 13 if you believe there are other steps we should pursue to
follow up our receipt of the OLO report. I look forward to working with you on this important effort.

c Steve Farber, Council Staff Director
Karen Orlansky, Director, Office of Legislative Oversight



